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BE | T REMEMBERED t hat on Thursday, the 25th day of
April, 2002 commencing at the hour of 9:30 a.m, thereof,
at the California State Capitol, Room 126, Sacranento,
California, before me, Stacey L. Heffernan, a Certified
Shorthand Reporter in and for the State of California, the
foll owi ng proceedi ngs were had:

---000- - -

CHAI RPERSON PORINI:  |'Il go ahead and call to
order the neeting of the Commi ssion on State Mandates.

May | have role call
H GASHI: M. Harrigan?
HARRI GAN:  Here.
H GASHI : M. Lazar?
LAZAR: Here.
H GASHI : M. Sherwood?
SHERWOCD:  Here.
H GASHI: Ms. Steinneier?
STEI NMEI ER: Here.
H GASHI : Ms. WIlians?

W LLI AMVS: Her e.

> 5 5 5 » » » » b D b

H GASHI : Ms. Porini?
CHAI RPERSON PORI NI :  Here.
Okay. We're all here.

M5. HI GASHI: Yes.

The first itemis approval of the minutes for the

VI NE, McKINNON & HALL (916) 371-3376 7
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March 28th neeti ng.

changes,

second.

VR.

MR.

HARRI GAN: "1l nove.

SHERWOOD:  Second.

CHAI RPERSON PORI NI:  Any further discussions,

guestions, coments?

(No response.)

CHAI RPERSON PORINI:  Okay. W have a notion and a

Al

those in favor indicate with "aye

(Wher eupon the Comm ssion nenbers replied

unani mously with aye.)

CHAI RPERSON PORI NI :  Opposed?

(No response.)

CHAlI RPERSON PORI NI :  That carries.

MS.

H GASH : M. Porini, should | do --

CHAI RPERSON PORINI: Let's --

MS.

H GASHI : -- and abstentions in the m nutes,

since you weren't here?

CHAI RPERSON PORI NI':  Okay. Please do.

MS.

HI GASHI: For this hearing, there is no

consent cal endar.

This will take us to the hearing portion of our

meeting. And, since we have two itens being presented that
we' Il have public testinony and witnesses, at this time I'd
like for all of the witnesses and representatives who wl |

VI NE, McKINNON & HALL (916) 371-3376 8
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be com ng before the Commri ssion to please stand, raise one
of their hands.

Do you solemly swear or affirmthat the testinony
whi ch you are about to give is true and correct and based
upon your personal know edge, information or belief?

(Whereupon the witnesses replied "I do" en nmasse.)

MS. HI GASHI: Thank you.

MR. SHERWOOD: We have three itens, don't we,

t oday, Paul a?

M5. HIGASHI : Yes, but this is the first item

MR, SHERWOOD: Ckay. But we'll have three?

MS. HHGASHI: W have two itens that require
wi t nesses to be sworn.

MR. SHERWOOD: And the third we don't --

MS. HI GASHI: Because they're P's and G s.

MR, SHERWOOD: Ckay.

CHAI RPERSON PORINI:  Okay. Qur first test claim

M5. HIGASHI: Qur first test claimis "Pupil
Pronotion and Retention,” and this test claimw |l be
represented by Katherine Tokarski, staff counsel.

MS. TOKARSKI: "Claimant, San Di ego Unified School
District, submtted a test clainm --

CHAI RPERSON PORINI: Katherine, let's wait just a
mnute. Let the fol ks get up here.

MS. TOKARSKI: GCh, |I'msorry.

VI NE, McKINNON & HALL (916) 371-3376 9



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

CHAI RPERSON PORINI:  You're just ready to go.

Okay.

MS. TOKARSKI: "Clainmant, San Di ego Unified Schoo
District, submtted a test claimalleging a reinbursable
state mandat ed program for school districts, for the first
time, to adopt and inplenent policies regarding the
promoti on and retention of pupils between specified grade
levels. The test claimallegations also claima
rei mbursabl e state nandated program for school districts to
of fer supplenmental instruction to students who have been
retai ned pursuant to those pronotion and retention
policies, and to offer mandatory summer school to those
students identified as not neeting the district's adopted
proficiency standards. Clai mant concl udes that none of the
Gover nnment Code section 17556 exceptions to finding costs
mandat ed by the state applies to this test claim To the
extent that any funds were appropriated for the test claim
l egislation, claimant certifies that these funds are
insufficient to fund the mandate.

"Staff finds that activities associated with
school district pupil promotion and retention policies and
suppl enmental instruction constitutes a program pursuant to
article XIll B, section 6 of the California Constitution by
requiring new activities or tasks of school districts

of fering public education. In addition, nuch of the test

VI NE, McKINNON & HALL (916) 371-3376 10
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claimlegislation requires a school district to engage in
new activities or higher levels of service when conpared to
prior |aw.

"Rei mbursenment for any new activities is required
only if the activities inpose 'costs mandated by the
state.' Departnent of Finance maintains that for nuch of
the test claimlegislation there are no costs mandated by
the state because funding was provided in the budget.

Al t hough districts have received funds for suppl enmenta
educati on, funding from another source does not preclude a
finding of a reinbursable state mandated programif the
funds were not appropriated as part of the test claim

| egislation and 'sufficient to fund the cost of the state
mandate.' However those funds nust be used to offset any
costs incurred fromthe mandated activities. \Wen
preparing paranmeters and gui delines, 'Al proposed
paraneters and gui delines nmust allow for an offset of any
ot her reinbursenent received fromthe federal or state
governnments.'

“"Therefore, staff concludes that Educati on Code
sections 37252, 37252.5, 48070 and 48070.5 require new
activities, as specified, resulting in a reinmbursable state
mandat ed program Accordingly, staff reconmends that the
Conmi ssi on approve this test claimfor the activities

speci fied, beginning on page 19 of the final staff

VI NE, McKINNON & HALL (916) 371-3376 11



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

anal ysis."

W Il the parties and representatives pl ease state
your nane for the record.

MR. PALKOW TZ: Good norning. Art Palkow tz on
behal f of the claimnt, San Diego Unified School District.

MS. BERG  Carol Berg, Education Mandated Cost
Net wor k.

MR. DE LA GUARDI A: Ranmpn de |a Guardia, Deputy
Attorney Ceneral representing the Departnent of Finance.

MR AGUI LERA: Matt Aguil era, Departnment of

Fi nance.

CHAI RPERSON PORINI: Al right.

Woul d you like to open Ms. Berg?

M5. BERG Well, | would like to begin by saying,
first of all, we thank staff for the work that they have
done on this one. | believe this is a bit of a

record-setting case in that we noved it pretty quickly
forward, which nmeets one of the issues that was raised in
another activity involving this Comm ssion and staff, but
we thank the staff very much for the process and the speed
with which this has conme forward to you, and, as a
representative of the Educati on Mandated Cost Network, we
support the reconmendati ons and urge your aye vote.

Thank you.

CHAI RPERSON PORINI:  All right. M. Palkowtz.

VI NE, McKINNON & HALL (916) 371-3376
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MR, PALKOW TZ: Yes. Thank you.

The claimnt feels this test claimis very
i mportant for the students of California as it addresses
t he acadenic deficiencies of every pupil. The claimnt
woul d also like to thank the staff for its analysis. W
woul d consent to the analysis and reserve our right to
respond to any conments by the Departnent of Finance or
anyone el se.

CHAI RPERSON PORI NI :  Ckay.

M. de |l a Guardi a.

MR, DE LA GUARDI A: Thank you.

Department of Finance al so appreci ates the hard
work that staff put in in analyzing this |egislation and

the quality of their analysis, however we do have some

di sagreenents and sone of these are substantive and sone of

these are procedural, one is: W feel that staff's

interpretation of the exenption for acconpanying funds,

of fsetting funds, is too literal that the legislation --

the actual statute has to contain the offsetting funds.
The presunption in California is that

appropriations will be nmade in the budget itself or, in

case of education, also through Education Code 44239(e) or

(1), | believe. And, in this case, it's -- there's no

di spute that there was funding for these prograns, and

we' ve presented evidence showi ng that not all of the funds

VI NE, McKINNON & HALL (916) 371-3376
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avail able were claimed. | nmean, we feel this creates a
presunption that there was sufficient funding.

The Departnent of Finance works closely during the
budget process when they, in this particular -- in the main
programs, the Pupil Sumrer School Prograns and the
Suppl enent al Educati onal Prograns, they develop a rate in
consultation with all the affected parties, and they're
usual ly assured that that rate is sufficient to cover the
costs of the mandate, and that's why it's surprising that
the ampunt of funds avail able were not sufficient.

And part of the problemis in the nature of the
claim and this was a matter of notice, | guess, to the
Department of Finance. Al we have is a claimthat costs
were in excess of $200. W have a series of activities,
some of which began in 1983, and were one-tinme activities
in 1983. W don't know if they're claimng for that.

Staff has concluded that the earliest period for
rei mbursenent woul d be fiscal year 1997, so we have quite a
bit of -- quite a gap there between 1983 to 1997, and we
seriously doubt that the one-tine activity, which was
devel oping a pupil retention policy in 1983, could have
occurred in 1997 onward, yet we have this record that says
that it's a reinbursabl e nandate

We feel that the exenption in subdivision (e) of

17556 was created to avoid this kind of situation and that

VI NE, McKINNON & HALL (916) 371-3376 14
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t he paraneters and gui delines procedure could ultinmately be
an unnecessary expenditure of staff resources and is really
unwarranted, if the Comm ssion would require nmore specific
claims fromclaimants in this situation where we know there
is funding and we know that there is a |limted period for
the tine.

And, under the mpjor claim staff has concl uded
that the clainms only run for two and a half years, from
1997 to 2000, so | think that there is a manageabl e peri od
of time in which to plead or detail the clains. And this
is really nore of a -- not an ongoing thing, because there
could be a newclaimfor a new statute, but we really do
have this finite period here, so we feel that the
Conmi ssion should require nore specificity fromthe
claimant, in this case, and it should revisit the issue of
the exenption for acconpanying funds for a nandate.

M. Aguilera?

MR. AGUI LERA: | don't have anything to add to
that, other than we support the comments just made for the
record.

CHAI RPERSON PORINI:  All right.

Questions from nmenbers?

Yes, Ms. Steinneier.

MS. STEINMEIER: On this issue of this gap between

the 1993 original policy dates and the 1997 starting date

VI NE, McKINNON & HALL (916) 371-3376 15
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of this statute, would either the claimnt representatives
like to corment on that, that piece of M. de la Guardia's
testi mony?

MR, PALKOW TZ: | think he was nentioning 19837

MS. STEI NMEI ER: Um hum

MR, PALKOW TZ: Okay. Yes.

It's our position the claimperiod doesn't start
until 1997, the tine of the statute. This test claim as
menti oned by staff and as we commented, conmences in 1997.
There was no appropriation allocation in the test claim
It was done at sone other point. W don't know if that
wi |l ever be done again; there's no assurance. And it's
really an issue that is to be dealt with in the paranmeters
and guidelines, if they're -- clearly, there was sone
funding and, clearly, there should be a setoff, but that
does not affect the ability for this staff Commrission to
rule that there is a test claim

M5. STEINMEIER | agree there's a threshold
question: Did the |aw actually create a new program or
hi gher | evel of service, and, then, the next question is:
What offsetting funding was there, both/either state or
federal? And | believe sone school districts use federa
noney for some of the remediation, not just state noney.

On the issue of sumrer school or on other -- did

you nention sumer school, specifically, or were you just

VI NE, McKINNON & HALL (916) 371-3376
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tal ki ng about state funding, M. de |la Guardia?

MR. DE LA GUARDI A: Summer school

>

STEI NVElI ER: Summer school ?

DE LA GUARDI A:  Yes.

STEI NMVEI ER: Um - -

2 5 3

MS. STEI NMEI ER: Mandat ory summer school

In your conments that are in our binder, you
tal ked about there not being a cap on sumrer schoo
funding; | believe there is a cap

MS. BERG There is a cap.

MS. STEINMEIER: And it usually is -- for sone
districts, it's sufficient and, for other districts, it's
not sufficient to do what we're being asked to do here.

MR. DE LA GUARDIA: There is a cap during part of

DE LA GUARDI A: Mandatory sumrer school, yeah

the test claimperiod, but, in January of 2000, the cap was

renoved, and that's, | think, one of the reasons why staff
decided that, um-- to limt the test claimto that period

M. Aguilera, do you have --

MS. STEINMEI ER:  Right, because after 2000, it's
not a problemis what you're saying?

MR, DE LA GUARDI A:  Yes.

CHAI RPERSON PORINI:  Did you want to comrent
further, Finance?

MR. AGUI LERA:  No.

VI NE, McKINNON & HALL (916) 371-3376
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CHAI RPERSON PORI NI':  Anyone el se?

(No response.)

MS. STEINMEI ER:  Those are my only questions right
now.

CHAI RPERSON PORI NI :  Okay.

Ot her questions?

M. Harrigan.

MR. HARRIGAN: | believe this came fromthe
guestion fromthe state, fromthe attorney general, that
not all of the funds were clained during this tine period.

MR. DE LA GUARDI A: That's what our records at
Depart ment of Education show.

MR. AGUI LERA: That is correct. Mdreover, the
state has a process that in the event that the funds
provided in the budget are insufficient the Departnent of
Educati on can request a deficiency, and so that allows the
state policy nmakers to try to find a fund source to provide
resources for instructional hours provided.

CHAI RPERSON PORINI:  Did that answer your
question?

MR, HARRI GAN: Well, the claimant, do you have a
response to that?

MR, PALKOW TZ: Sure. | have no know edge of
what other districts claimthroughout the state; | have

know edge of what our district claim and it's

VI NE, McKINNON & HALL (916) 371-3376 18



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

i nsufficient, the funding we received, but, once again, |
really think that deals with the paraneters and gui del i nes
where if a district does not incur any expenses they won't
be making a claim but, for the districts that did incur an
expense, they have to make -- they are entitled to nmake a
claim And, if they did not receive enough funding,
they're entitled to get paid the excess anpunt.

CHAI RPERSON PORI NI :  Yes, Ms. Berg.

MR, AGUILERA: If | may respond to that?

CHAI RPERSON PORI NI :  Let's have Matt rebut
that and then go to Ms. Berg.

MR, AGUI LERA: Ckay.

And, to date, we don't have any records indicating
that there were clains in excess of the funds that were
provi ded.

CHAI RPERSON PORINI:  So even from San Di ego you
have -- there's no deficiency that has been filed on behal f
of San Diego; is that what you' re saying?

MR, AGUI LERA: That's our under st andi ng.

CHAI RPERSON PORINI:  Okay. Ms. Berg.

MS. BERG And the reason for that, M. Chairman
and M. Harrigan, is that there is no nechanism The funds
were allocated as part of the statute. This is the process
by whi ch one cones back and says there wasn't enough

noney. There is no process in place for you to go to the

VI NE, McKINNON & HALL (916) 371-3376 19
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Departnment of Ed. and say, "In that line item there's

still noney there and here's -- we didn't get enough."”
There is no provision for that under current -- | need to
be careful -- in this period of tine.

CHAI RPERSON PORI NI :  Okay. Conment from Fi nance?

MR, DE LA GUARDIA: | just think, though, that,
as far as the claimnt, San Diego, they did not claimall
of the funds available to them and that sort of highlights
the problem

We have various progranms which are related to
pupil retention, but we don't know if they're -- you
know, as far as the summer school renedial education
there's funds avail abl e.

Are they claimng sonething, other ancillary
thing? W don't know. And that's -- that highlights the
problemwith the nature of their claim |f they could be

nore specific, then maybe we coul d narrow down the issues

in this.

MR, PALKOWN TZ: If | may respond to that?

CHAlI RPERSON PORI NI : M. Pal kowi t z.

MR. PALKOW TZ: Statutes that are involved in this
test claimstate that a district shall invoke a new policy,

a district shall give renedial instruction, a district nust
provi de instruction to people who are retained or

identified as retained.

VI NE, McKINNON & HALL (916) 371-3376 20
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You know, this issue regarding the funding is
really not what's the focus here. That is a focus for
paranmeters and guidelines in this nandated process. And
those things, | think, are really appropriately done in
that stage, once this test claimis approved. And, if we
didn't claimadequate funding or we did or there isn't, you
know, that is not going to defeat the ability for this
Commi ssion to vote that this is a test claim

CHAI RPERSON PORINI:  All right.

Ms. Steinneier.

MS. STEINMEI ER:  The other thing that occurred to
me, John, when you're asking the question about why all the
funds weren't used, the districts are so different. There
can be sone districts in the state who had enough sumer
school noney in that window to supply their need, and there
could be others that, frankly, just were grasping, trying
to figure out howto do this.

And sunmer school is not the only way. |In fact,
many districts who do it along the way do it before or
after school, Saturday school, sonmething like |like, instead
of waiting to fail at the end of the senester or year and
then take the class all over again in six weeks in the
sumrer and probably fail again. That's probably not a good
nodel. It's probably better to help themas they go. So

that's a different part of this. But sunmer school noney by

VI NE, McKINNON & HALL (916) 371-3376 21
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itself, I know, frommany districts, is a frustration. |If
they have a | ot of renedial need, there was a cap

And Carol is right: There's no way for a district
to apply to the state and say, "This year we need nore
money for summer school." It just doesn't happen. You
have to live within your cap, and then you do triage. You
take the kids who need the nost help and you put themin
sumrer school, and, the rest of them you have to find
anot her way to serve them So, as a practical matter, the
whol e funds -- all the funds were not used. It nay not be
that some districts got enough. It nmay or nay not be. |
don't think that proves anything.

And back to the threshold question we have to
decide: Did the statute specifically nmandate new or higher
| evel s of service on school districts? And then we figure
out: Are there enough offsets? Sonme of themaren't
getting any noney and sone nmay. | think that's the
process.

So this, right now, is sort of a red herring, at
this point. 1It's sonething we need to tal k about, though
in the process, and that's why |I'mglad that Katherine
inserted that. W have to |ook at that offset issue, but
let's take one question at a time. Question One is: What
did the statute say? That's the way | would like to

proceed.
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MR. HARRIGAN: So if the test claim--

CHAI RPERSON PORINI: M. Harrigan.

MS. HARRIGAN: So if we accept the staff's
recommendati ons and we go to paraneters and guidelines to
work out the specifics on the funding issues and what the
alternatives are --

M5. STEINMEI ER:  Correct.

MR, HARRIGAN: -- if we deny it, then the clainmant
has what ever other recourse?

MS. STEI NMEI ER Right.

MR, HARRI GAN:  Ckay.

CHAI RPERSON PORINI: Ot her questions or comments?

M. Pal kowitz.

MR, PALKOW TZ: Thank you.

It's not only what has happened up to date, it's
al so what happens in the future, so we don't know what the
funding there may or may not be in the future, and that's
anot her issue that, obviously, is part of the test claim
process.

CHAI RPERSON PORINI:  And, just for clarification,
the funding in the future is fromthe state budget process;
it is not related, specifically, to the test claim
| egi sl ation.

MR. PALKOW TZ: Correct.

MS. BERG  Exactly.
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MR, PALKOW TZ: And that's really the issue.

MR. DE LA GUARDIA: But | think the staff has
limted the renedial education only to January of 2000, so
this will not involve the future. | think we're only
concerned between July of '97 and January of 2000. And
"Il defer to Ms. Tokarski, but that's ny reading of her --

MS. TOKARSKI: That's true for the summer schoo
program of -- excuse ne one nmonment -- for Education Code
section 37252. That code section was substantially amended
both the way the program was structured, the way the
fundi ng was structured, operative January 1st, 2000. So
the rei mbursenent period for that program which is for
grade seven through twelve for students not neeting the
adopt ed standards of proficiency, is limted to the
begi nni ng of the reinbursenment period, July 1st, 1997 to
Decenber 31st, 1999, basically.

The operative period of that statute -- the
statute was so substantially amended, and that's not part
of this test claim that it would not continue at this
poi nt, but there's a second part, a second statute, in the
test claim which is 37252.5, which is a different program
for supplemental instruction for students who have been
retained, and that's for students in grades two through
nine, and that, as of the last time | |ooked at the

statute, is ongoing. So that one is not linted.
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MS. BERG. And that's an uncapped programand it's
funded in the budget.

MR, DE LA GUARDIA: | believe in footnote 20 you
indicated that it is only through January of 2000.

CHAI RPERSON PORINI:  Ms. Steinneier.

MS. STEINMEIER: 1'mgoing to play devil's
advocat e here.

MS. TOKARSKI: It's froma different code section

MS. STEINMEIER:  Let ne play devil's advocate for
a mnute. Let's say in this year's tunultuous budget the
Legislature -- there's tal k about suspending Proposition
98, which is the portion of the budget that funds public
educati on.

VWhat if, in that process, the Legislature decides
to deenphasi ze this program and either cuts back the
fundi ng or even changes the statute, do they have to bring
back another test claimor could we -- or could the
Controller, then, analyze it based on whatever offsets that
are there or not there?

CHAI RPERSON PORI NI :  Kat heri ne?

MS. TOKARSKI: |If the statute is substantially
amended so that the activities that the school district is
providing are different, then I would think that a P's and
G s anendnent, at that point, would be in order to either

del ete the program and have a -- a new test claimnust be
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filed.

If the activities that are in the new statute are
the sane as the activities perforned before, that's what's
different, then -- you know, assuming it's approved today
and it goes through the PPs and G s process at a later
date, just like with any test claimstatute that's anmended
at a later date, if it's gotten past the claimng
i nstruction process and districts or cities or counties are
claimng on that particular itemand suddenly it's changed
or renoved as a nmandate, then we would have to change it in
t hat stage.

But | think the problemhere, with the way the
funding is structured, is that it's not part of the

| egislation. So the funding could be cut off tonorrow but

the mandate is still on the books, and the districts are
still required to provide that |evel of supplenenta
instruction. |f the mandate is approved today and -- then

the districts will continue to have a nechani smfor
claimng funding for including those activities.

MS. STEINMEI ER:  The worst thing that coul d happen
is the statute renmins, the funding goes away. And, since
they're not directly linked --

MS. TOKARSKI: Exactly.

MS. STEINMEIER: -- that could actually happen in

t he budget process, the mandate be nmintai ned and the
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budget either reduced or elimnated. | guess that's ny
questi on.

So, as long as the nmandate has not been
substantially amended, there's no reason they woul d
continue to claimand not show as nuch offset --

MS. TOKARSKI: That's correct.

MS. STEINMEIER  -- that would be what woul d
happen.

Thank you.

CHAI RPERSON PORI NI': M. Aguil era.

MR, AGUILERA: | think the question is

specul ative. Typically, the state | ooks at those types of
i ssues when deci sions are made through the budget. In the

event that the state didn't have funding, we'd be | ooking

at the statutes to nake sure that there is a resource to
neet the state's obligations. You know, if the funding
goes away, typically we would waive the program
requi renents that go along with that, or at |east that
woul d be taken into consideration when those policy
deci si ons are bei ng nade.

CHAI RPERSON PORI NI :  Okay. Further questions?

(No response.)

CHAI RPERSON PORINI: Do | have a notion?

MS. STEINMEI ER:  Move for staff analysis --

THE REPORTER: |'m sorry. Could you --
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MS. STEINMEI ER. Move the staff analysis and the

fundi ng mandat es.

MR, LAZAR. (M. Lazar nods his head.)

CHAI RPERSON PORINI: Al right. W have a notion

by Ms. Steinneier, seconded by M. Lazar.

much.

I's there further discussion?
(No response.)

CHAI RPERSON PORINI:  Okay. Roll call.
HI GASHI : M. Harrigan?
HARRI GAN:  Aye.

H GASHI: M. Lazar?
LAZAR:  Aye.

H GASHI : M. Sherwood?
SHERWOCD:  Aye.

H GASHI: Ms. Steinneier?
STEI NVEI ER: Aye.

H GASHI : M. WIlians?

W LLI AMS: Aye.

> » » » » » » 3 B 3 O

HI GASHI : Ms. Porini?
CHAI RPERSON PORI NI :  No.
MS. HIGASHI : Mbtion carries.

CHAI RPERSON PORINI:  All right. Thank you very

MS. BERG  Thank you very rmuch.

CHAI RPERSON PORINI: We're taking a little break
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for a second. M. Lazar had to take a break, and we'll be
right back, so we'll take a little break.

(Wher eupon a break was taken.)

MS. HHGASHI: Item 3 is "lnvestnment Reports,
Incorrect Reduction Claim"” This itemw ||l be presented by
El l en Fi shman, staff counsel, and with Ellen today is
Conny Jami son. She is an expert consultant for the
Commi ssi on.

CHAI RPERSON PORI NI : Pl ease begin.

MS. FI SHVMAN:  Thank you. Good norni ng.

"The County of Los Angeles filed this incorrect
reduction claimafter the State Controller's Ofice reduced
its reinmbursenent claimfor 1996-1997 from $308,252 to
$6,502 and its claimfor 1997-1998 from $327,512 to $325.

"The State Controller's Ofice reduced all clained
costs associated with daily/nonthly accounting activities
and all costs associated with conputer software. The SCO
asserts that it adjusted the claimnt's reinbursenent
clains based on the Commi ssion's Statenent of Decision and

Par amet ers and Gui delines. The SCO noted on the

rei mbursenent clainms that," quote, dai |l y/ mont hly

accounting duties are not mandated. Only the quarterly
report of investnents is mandated for the increnental cost

of preparing this report,'" end quote.

"Clai mant contends that the costs clained are
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necessary to produce the quarterly report of investnents
requi red by Governnent Code section 53646.

"There are four key issues for consideration by
t he Conmi ssion in determ ning whether the SCO incorrectly
reduced this claim

"1l. 1s the SCO s reduction of staff tinme to eight
hours per quarter to accunul ate and conpile the data
necessary to prepare and render the quarterly report of
i nvestments correct?

"In agreement with the Commi ssion's Expert
Consul tant, staff finds that the reduction of staff tine to
prepare the quarterly report and provi de the assurances
requi red by section 53646 is neither correct nor reasonable
gi ven the size and conplexity of Clainmant's investnent
pool

"2. If the challenged activities are mandat ed,
are they reinmbursable within the meaning of the test claim
statute, the Commi ssion's Statenment of Decision and
Paraneters and Gui delines and the SCO s Cl ai m ng
I nstructions?

"“I'n agreenent with the Comm ssion's Expert
Consultant, staff finds that the challenged activities,
i ncluding the use of subsidiary |edgers are reinbursable to
the extent docunented by Cl ai mant as necessary to produce

the quarterly report of investnents. These reinbursenents
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are limted, however, to the activities required to produc
the quarterly report four tinmes a year

"3. If the challenged activities are derived fro

e

m

the Treasurer's comon |aw fiduciary duty, preexisting |aw

and preexisting busi ness concerns, are they reinbursable?
"Staff finds that the Legislature enacted an
extensive statutory schene to provide the requisite
protections for county investnments not found in the comon
law fiduciary duty as set forth, or in Probate Code sectio
16040(b). Staff also finds that the challenged activities
of entering and managi ng data to be included in the
quarterly report of investnents mandated by section 53646
are not activities required by the commn |aw fiduciary
duty but new activities under the test claimlegislation
and, therefore, reinmbursable. Further, staff reviewed al
of the statutes cited by the SCO and found that none of
t hem addressed the specific requirenents of the quarterly
report of investnments. Therefore, they are not rel evant.
"Finally, neither the Constitution nor statutes
di scuss ' busi ness concerns' as a standard for denying
rei mbursenent to | ocal governnments for costs incurred to
i mpl enment a new program Staff finds that even if the
chal | enged activities also relate to busi ness concerns,
they are reinbursable activities under this nmandate.

And, lastly: "Is the use of investnent software
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r ei mbur sabl e?

"I'n agreenent with the Comm ssion's Expert
Consul tant, staff finds that the use of investnent
software, consistent with the Paranmeters and Cuidelines

rei nbursenent for .costs for materials, service and

suppl i es. is a reasonabl e nethod of conplying with
this mandate. Therefore, to the extent that the investnent
(ADS) software expenses and pricing service costs are
directly related to the production of the quarterly
i nvestment reports, the use of investnent software is
rei mbur sabl e.

"Staff reconmends that the Commi ssion adopt the
Staff Analysis, approve this Incorrect Reduction Claim and
request the State Controller to reinstate all costs that
were incorrectly reduced. "

W Il the parties and witnesses please state your
nanes for the record.

MR. KAYE: Leonard Kaye, County of Los Angeles.

MR, RIEGER: Chris Rieger, L.A County Treasurer's

Ofice.

MS. RUI Z: Susanna Ruiz, L.A County Treasurer's
Ofice.

MR. ROGERS: Greg Rogers, Department of Finance.

MR. SILVA: Shawn Silva, State Controller's
Ofice.
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CHAI RPERSON PORINI:  All right. M. Kaye, would
you |ike to begin?

MR, KAYE: Thank you.

I"d like to say, Ms. Fishman, | think you did an
outstanding job in summarizing this very conpl ex area of
the law, and, also, it's an area of the law that really
requires a very detail ed understanding as to how the
treasurers operate to prepare these investnent tax reports,
and we certainly concur not only with the -- your
concl usi on, your recomendati on and your anal ysis, and,
nost particularly, we think that Conny Jam son, as an
i ndependent outside consultant who has specific hands-on
expertise in this matter, is exceptionally invaluable in
provi ding the evidence that this Commi ssion needs to reach
I think, a just conclusion. One of our -- so we would
support, in every way, the Comm ssion staff and their
reconmendati on before you today and urge your adoption of
their decision -- of their recomendation

We do have sonme small concerns. As you probably
are aware, there are differences anong fol ks, in terns of
some of the issues and areas. And one snall concern that
we don't feel has, in any way, roadbl ocked your adoption
today is a slight difference of opinion regarding the
point-in-tinme concept.

We think that it is clear to us, and we feel that
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it was part of the |legislative nmandate, that we don't

nerely observe conpliance on the |ast date that the report

was issued but it is a sunmary of transactions of

conpliance for all transactions during the entire report

peri od.

So we woul d enphasi ze that feature a little bit

nore. But, other than that, we are in general agreenent

with the

nmost part

recommendati on before you today.

Thank you.

CHAI RPERSON PORI NI :  Okay.

M. Rogers.

MR, ROGERS: In reviewing this, | guess, for the

, Wwe have no concerns with the staff

recommendati on; however, |'d just like to point out, the

daily act

ivities, we're kind of concerned there a little

bit. | think we agree nore than the Controller's Ofice on

that issue, but we do agree that you do need subsidiary

| edgers t

two maj or

o produce this type of quarterly report.

CHAI RPERSON PORI NI :  Okay.

M. Silva.

MR. SILVA: W have, in the Controller's Ofice,

concerns with the staff analysis, the forenpst

bei ng the enmphasis and the focus of the report of the

anal ysis on quarterly reports versus the issue of daily or

frequent

data i nput and managenent.

We believe that this focus on the quarterly
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reports creates confusion and it does not address what is
our core concern, which has been whether daily entry of
information in a book or in a conputer, however they -- |I'm
assum ng nostly conputers now -- the entering the
transactions in the conputer and maintaining the current
reconciliation of the books is a distinct difference from
quarterly reporting, and the report analysis focuses on the
quarterly reports.

Qur office has never denied that a quarterly
report is a mandate. It's a new activity that wasn't
requi red before. And, as far as the issue of the actua
reducti ons that were nade, in a sense, that's a distractor
because we've never really contested that the reductions
were perfectly accurate, that there is certainly a degree
of arbitrariness.

And | think when you |ook at it fromthe
perspective of those folks who had to analyze the claim
they were presented with what | think we could call -- at
| east potentially call -- a kitchen sink claim Everything
was clained: things that we did not believe were
rei mbursabl e and things that did appear to be reinbursable.

We coul d have taken a very aggressive approach and
sinmply said: The docunents don't support the claim They
don't distinguish between what we believe is reinbursable

and not and pay nothing. They chose to take a niddle
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ground. And, obviously, that involves sone arbitrariness.
But, in the end, | think that's a red herring, because we
get back to the basic question of whether daily or every
ot her day, frequent data input and data managenent is
covered under the mandate or whether it derives fromsone
ot her source.

Qur central issue and our point has been all the

way through, and all of the back and forth, which helps to

create, | don't know, three to four inches of docunents
here, has been that the frequent data -- the frequent entry
of data and reconciliation of books is not -- first of all

is not mandated by the statute. The statute talks sinply
about reporting, not how you keep your books. It either
explicitly or inmplicitly doesn't require that frequent
entry of data.

In fact, when you | ook at the staff analysis, we
recogni ze that this does not necessarily require a daily
activity because they find that the report, as to
conpliance or nonconpliance, is a point-in-tinme report, not
a daily report, so, theoretically, depending on the vol une
of transactions, of course, that you have, you could set
asi de your receipts and your records of transactions and do
t hem nont hly, dependi ng on your volume, and then you would
still be able to, at the end of the quarter, generate a

report that contained a statenment on that date of the
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conpliance or nonconpli ance.

And we also find that the issue of whether it's --
daily entries are necessary is really driven by severa
ot her factors, not the existence of a statute. Some -- in
this case, the county has several specific l[imtations on
where their investnments can be and what percentage they can
have of a certain type of investnent. Now, if your policy
says that, then that is going to force your hand to know,
as you purchase or cash-in your investnments, where you
stand right then.

So that daily need to know is driven by the policy
of placing specific limtations on certain investnents.
Also, it's driven by a desire to maxim ze returns, which is
certainly not an appropriate goal, but, again, that doesn't
convert that daily need to a nandate. [It's sinply not
found in the statute.

Al so, we find, we believe, that even if soneone
can't -- if you could sonehow derive a need for a daily
data managenent or entry that if you | ook at the existing
requi renents on a treasurer that you'll find that those
already exist. And this, again, is an issue where the
focus on the issue of quarterly reports versus frequent
data entry | eaves our assertion essentially unanswered.

Frequently, the -- when |ooking at the statutes or

di scussions of a fiduciary duty, the response fromthe
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analysis is that this does not address a quarterly report.
And, in fact, on one page here -- it's on pages 22 and 23
of the staff report. |If we start on page 22 -- | don't
know i f everyone necessarily wants to look at it, but,
starting under the bolded title of, "If the challenged
activities are required by other sources and preexisting

| aw, are they reinbursabl e?"

At the end of every -- alnobst every paragraph, you
woul d see the "requirenments of the quarterly report of
i nvestnments." And, frequently, the fact that either the
statutes or the fiduciary duty do not specifically address
quarterly reports, that is used as a basis to reject their
i mportance to the issue. And our assertion has al ways been
that the fiduciary duty and/or statutory duties mandate or
logically require the frequent entry of data, not any
reporting, not any subsequent reporting.

I think a couple statutory sections -- | hate to
start driving around through the docunents here, but |
think are particularly inportant. W ook at 26905, which
is back at page 247. And, if you do not want to flip, |
will -- they're very -- frequently very short statutes, and
I can certainly read those quickly, but 26905 states that
"Not |ater than the | ast day of each nonth, the auditor
shall reconcile the cash and investnent accounts as stated

on the auditor's books with the cash and i nvest nent
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accounts as stated on the treasurer's books [after] the

cl ose of business of the preceeding nonth to determ ne that
the amounts in those accounts as stated on the books of the
treasurer are in agreenment with the anounts of those
accounts as stated on the books of the auditor."”

Now, it seens rather difficult for anyone to
engage in this conparison if the data has not been entered
into sone source, collated, a running total, sonething
al ong that sort, some type of mmnagement of the data has
occurred. | won't go ahead and read the other statutes.
They are simlar in point that they require an accounting,
usually on a -- at least on a nonthly basis if not nore
frequent, by the treasurer of money coming in and out of
the treasury.

And if we -- in fact, we note that the staff
anal ysis they agree that there are sonme substantia
reporting duties under section 27603. Again, however, they
point to the fact that it doesn't require a quarterly
report, but we don't believe that is really the question
bef ore us.

In fact, both experts, Dr. Tootelian, who is
referred to in here, as well as Ms. Janison, both point to
the fact that -- especially with the County of L.A. 's size,
that you sinply cannot, as a matter of course, not enter

data nore than a couple of -- nore frequently or further
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apart than a couple of days, which would require two or
three tines a week the entry of data.

And one last point on that is that common | aw does
apply. Comon |aw can be a little difficult to deal wth.
It's not nice and neat |ike statutes and it's all listed
out, but there has been, for the longest tinme -- there's
the concept of a trustee and a fiduciary duty that a
trustee holds, and no one disagrees that a treasurer is a
trustee of the public funds.

The staff agrees with that, as well. And the
guestion then becones: What does that nean to have a
fiduciary duty to public funds? And it's frequently stated
the ordi nary business care and prudence of a person
engagi ng in such a transaction, and it's stated in nmany
other ways. It's, at least -- if you're dealing with
sonmeone else's -- as anyone with sone business experience
was dealing with soneone else's noney in the anount of nine
billion dollars, the kind of care that they woul d exercise
to ensure that they didn't let that person down, |ose
noney, anything al ong those |ines.

And, again, when we |look at this analysis, it
focuses on the point that the fiduciary duty doesn't
specifically point to quarterly reports. And we get back
to our -- our issue is that frequent data entry. And we

find support for this from again, both experts' reports.
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Dr. Tootelian says that an entity as large and with a

vol une of transactions as L.A that really no nore than --
it couldn't go less than twice a week to neet a regul ar
busi ness standard of ordinary business care and prudence.

Ms. Jami son also indicates that the frequent entry
of data, because of the size of the county or the npney
involved, is also required. And, in fact, this is one
om ssion fromthe report that concerns us is the fact that
there is a specific statenment made by Ms. Jam son in her
report supporting our assertion that this is part of the
fiduciary duty, however, that was not cited in the
analysis. And, if you care to go to a page, it's 1042, and
it's -- which is page 4 of Ms. Jamison's report.

"Il go ahead and read it: The last bullet states
that, "The Controller states that nost of the activities
clainmed for reinbursement are part of the County's
"fiduciary responsibility,' and that those activities are
part of day-to-day investnent requirements."”

The next statenent -- the next sentence says, "I
agree with this assessnent." She goes on to say, however,
| believe, that it is also necessary to produce the report.
But | think the fact that points that there are two -- two
things that require this activity, the frequent entry of
data, and since one of those is a preexisting |legal duty,

the fiduciary duty, as well as the statutory duty, that
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that is not, then -- it is not a mandate.

If the law were to go away today and we | ooked at
what L. A County had to do tonorrow, if we took the
assertion of L.A County that data entry is only required
by the statute, frequent data entry is only required by the
statute, that we would have to take the assertion that L.A.
County could stick all of its receipts in a box and put
themin the top shelf of the closet and not deal with them
and that just does not fit with what we all expect that a
treasurer does.

There's one other concern and that is the use of
the regul ation section, 1183.1, which is cited in the staff
report, which discusses -- part of it is the discussion of
reasonably -- reasonable nmethod of complying with the
mandate. And we believe that the reliance on that code
section in this proceeding is msplaced, because 1183.1 is
found in article Ill, which is entitled, "Test Clains," and
it has nunerous sections, and it, basically,
chronol ogically covers everything fromthe initial filing
of the test claimto the statew de cost estimate, all the
hearings on the test claim the Statenment of Deci sion,
those types of things. And, in fact, the section is
entitled, "Subm ssion of Proposed Paraneters and
Gui del i nes. "

It says, in part, that "These Proposed Paraneters
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and Guidelines shall describe the clainmble reinbursable
cost and contain the following information." No. 4, which
is cited by the staff analysis, says, "A description of the
speci fic cost and types of cost that are reinbursable,

i ncl udi ng one-time cost and ongoi ng cost, and a description
of the nobst reasonabl e nethods of conplying with the
mandate." However, though, unfortunately, this was pl aced
in the section that deals with the adoption of paraneters
and guidelines, not a hearing on an incorrect reduction
claim That is found under article VIII, which is entitled
"Ot her Hearings."

And the problemis is that the adoption here
simply allows for a post facto change in what the P's and
G s are, whereas, if we applied it back at the tine of the
adoption of the proposed paraneters and guidelines, it
woul d be an upfront analysis. And, you know, arguably,
there may be an expansion on the Statenment of Decision but
one based on sone reasonabl e necessity.

At this point, we're beyond that procedure and
we' re anal yzi ng whether the -- under the parameters and
gui delines as they exist that whether this is covered, and
we believe that reliance on that section is inapplicable at
this stage in the proceedings.

Wth that, we would end our comments.

CHAI RPERSON PORINI:  All right. Questions from
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menbers?

M . Sherwood.

MR, SHERWOOD: It's a very interesting case to ne
and -- because of what | do on a day-to-day basis, run
the state portfolio, plus | was involved in the task force
from supplying informati on and data and sone invol venent
into sone of the decisions or input into sone of those
decisions. And I'd just like to say, too, at this tine, at
that time | had involvenment in |ooking at all of the
portfolios around the state, right along with O ange
County, and | nust conplinment L. A County on the job that
they did and have done over the years.

In ny experience, in dealing with the counti es,
they run a very good program and |I'd just like to
conplinment himon that. And it's been a good conservative
program which, frankly, understands the safety liquidity
and yield in that order.

M. Spillane (sic), | know you' ve been invol ved
with this programquite a while, as far as, you know,
oversi ght people.

CHAI RPERSON PORI NI : M. Kaye.

MR. KAYE: Sure. Just for the record, I'd like to
relate that, unfortunately, M. Joseph Spillane, our
Assi stant Treasurer-Tax Collector, got the flu and so

M. Chris Rieger is here.
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MR, SHERWOOD: Oh. And | assunme you worked with
hi n?

MR, RIEGER: Yeah. |'mthe person who has the
stuff that produces the reports.

MR. SHERWOOD: Ckay. Great. Thank you.

But there are a couple things, comments, | need to
make and resolve in my own mnd, because | think there are
sonme partial mandates on this issue, and sone, | believe,
are fairly clear in nature and sonme are very conplicated
totry to ferret out what is or should be included as a
mandate. And M. Silva is dealing with some very good
i ssues and nmade sonme good points in his analysis.

One of the problenms | have is: | think there are
statutes that directly relate to this reporting on the
day-to-day basis, and I think those statutes relate to
the -- as | | ooked at this, too, 53601, which were all in
pl ace before '95-'96, which deal with the types of
i nvestments that can be purchased

And, in those statutes, it tal ks about certain
restrictions, for instance, comrercial paper, 180 days, 270
days, banker's acceptances, reverse repo., credit quality
of certain investments, bank report, comrercial paper, so
that there are things that happen every day where | believe
the county, or any investnent manager, under the statute

woul d have to have a |isting before them of what they hold
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in their portfolio that day, because | think every day,
when you make these investnents, at the end of the day,
someone needs to |l ook at these investnents nade by your

i nvestment people to determ ne they stayed within the
conpli ance of these statutes. The statutes are driving
that need. |It's just not a decision | think you can neke
just because you think you need to have conpli ance.

What |'m saying is: You have to be within the
statute, otherw se, you're breaking the law. So | think
every day there are investnents bei ng made and every day
these need to be listed on sone type of subsidiary |edger
And | think when you |ist themyou also need to tal k about
the cost, their par, and many of the itens that we're
asking for in the quarterly report that the state is asking
for -- because you need to know every day what that cost
was, because you may have to go back to the nmarket and sel
it. You may not want to go into that nmarket. And you're
buyi ng the whole portfolio Iike we are.

But, bottomline, normally, we don't want to have
to go in and sell, but if some unforseen circunstance
happens, you have to go in and sell, then you have to know
the cost in order to sell that security so you can
determ ne whether that's the right security to sell
obviously, what's the profit or |oss.

But, al so, whenever you're selling these
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securities, you need to deliver the securities, or take
delivery, and the clearing agent on the other side, in our
case, CitiBank, needs to have the information on hand as to
what price data |'ve been sold at, and it needs to have the
financial so they know when they take the security in or
release it they're releasing the right security, nunber
one; nunber two, at the right price, otherw se, you end up
with a failure, because everything is down to the penny in
this business, when you're clearing these itens, normally.

Now, we take delivery upon paynment. | believe
probably L.A. County does the sane thing. So we need a | ot
of information. It has to be within the system W need
to be able to access it. Some of the sane information is
the information that, on a quarterly basis, on a point in
time, you need to pull out. So what I'msaying is it's
there, and | think you need to track it, even through a
subsi di ary | edger.

| can renenber on the task force, when we | ooked
at what we were attenpting to put into place or recomend
to the governor and the Legislature, because the task force
did make the recommendati on, we wanted to attenpt to keep
the cost down and yet we wanted to have specific
information, so we said: Let's go to quarterly instead of
nont hl y.

And the other thing we did -- what's the nost
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i nportant issue that we need to have feedback on? W
zeroed-in on market eval uation, because market eval uation
if you're an astute investor or have sone know edge and
background, will tell you, frankly inmmediately, what type
of program someone is running. And I'mbringing up this
ri ght now because | think that was sonething that was not
required of the County of L.A. or the State of California
on a quarterly basis.

Mar ket eval uation, | believe, is sonething that
they should be paid for, and you should be conpensated by
the state because we require you to do that, and sone very
i mportant elenent of the entire statute, and | think
probably the nost inportant element in some ways, because
L.A. County is twenty-five percent underwater. State of
California, at the tinme, was about two percent underwater
and L. A County probably was about the sane, naybe better
By "underwater," | nean |osses, paper |losses, in their
portfolio.

So if people had known that L.A. County was
twenty-five percent underwater, if a report had been given
quarterly, the supervisors, who weren't involved in
oversi ght, could have seen the di aster beforehand, but they
didn't know this. So the task force said, "Let's put a
mar ket eval uation requirenment in." To do that market

evaluation, it's not as easy as it | ooks.
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You have to go out and | ook at each security.
Now, there are services out there that provide this
service. You use ADS, | believe.

MR RIEGER. Um it's Resource |I.Q nowis the
i nvestment - -

MR. SHERWOOD: \hat ?

MR. RIEGER:. Resource |I.Q is the investnent
reporting system now.

MR. SHERWOOD: It conmes in --

MR RIEGER: W get the market price fromB & Y,
t hough.

MR, SHERWOOD: Okay. We go out and we get it from
our custodian, CitiBank. Now, in our typical case, we're a
big gorilla in the business, so, therefore, quite frankly,
we're not paying for this service. W go to Merrill Lynch.
And, by the way, you can't get all these itens from one
entity. Sone items are very difficult to get prices on, so
we go to Merrill Lynch, we go to CitiBank, we go to Zion's
Bank. W go to different entities. And, frankly, we're
getting nost of this marketing evaluation information free.

But, before we developed this system we did it
i n-house by hand, it took a lot of tinme. So we had to go
out -- it took about forty hours a week, in our estimation,
to do it for our portfolio. But then what we've done --

we've done a little bit nore than that, | should say.
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When we went to CitiBank, and using our own

conputer systemand a nore, you know, user-friendly system

conputerization, the tinme noved down to about forty hours a

week, in our

mnd. But the bottomline is: That's very

i mportant information to gather. It wasn't required

bef ore, and

think it's very clear that |ocal governnents

shoul d be conpensated for that particular function.

And | believe that's where ADS cones in and sone

of your portfolio technology. But | will also say that a

ot of the information is going to ADS probably on a daily

basis, what's required for you to neet the statutory

requi renents of -- related to the types of investnents you

have to purchase. Plus, I1'd have to say we're |ooking at a

point in time here, a quarterly point in time, and,

t heref ore,

not every investnent you nmake during that

quarter is going to show up at quarter-end on the quarterly

i nvest nent

report.

I think you have a, um-- | noticed, what, ten

el even percent of the securities you buy are over thirty

days and --

> ® 3

VR.

RIEGER: That's cl ose.
SHERWOOD: And the duration --
Rl EGER: 279 days.

SHERWOOD: 279. So you've got a |lot of

turnover in the quarter, securities running off and on
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It"ll never show up on that quarterly report. So sone of
that input going in daily, that you're putting in data for
| think, other reasons, is not really required for the
quarterly report. So I don't think the whol e system can be
charged off as a mandate, on the reporting taking place on
a daily basis. | think part of it can, possibly, but not
all of it.

MR, KAYE: We'd like just to point out, for the
record, that a very small fraction of our total enterprise
costs in doing what you are just describing in graphic
detail is --

MR, SHERWOOD: Too nuch detail you're telling ne.

MR, KAYE: No. | think it's inportant for
everyone to hear the conplexity of what goes on, and nore
than the conplexity is the inportance. | just want to
establish, for the record, that of our three-hundred-and-
twenty-five-thousand-dollar claim | think it was, for '97,
'97-'98, that that just represents a small fraction of the
costs of doing everything that you described. So we're not
charging the state for nore than a small fraction of that
entire enterprise for us.

And | was amazed nyself to hear the scope of our
operation. And Chris can talk nore about that, in terns of
our daily volume and what we do and that kind of thing.

MR. SHERWOOD: And | think the letters that we
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received are -- that came in from Newport and King were
very good in explaining the process. If you were to | ook
at the process that they outlined in their letters, it was
very good but -- so I'mthinking there's some partial costs
here, and | think the controller is struggling with this,
because they know that sone of these daily transactions
that go into any systemare required, | believe, because of
ot her statutes.

Now, the one area, | think you can guess, again
that is conplicated is the cash flow. W all know you need
sonme indication of cash flow to run an investnment program
when we get back to fiduciary or a prudent man. And in our
particul ar case, at the state, we ran a six-nonth cash fl ow
al ready.

The problemis: | think you, as an investnent,
whet her L. A. County or any other county or small city, have
to have sone indication of cash flow, once again, because
of the statute and what they tell you related to how or
what you can buy. You have to have cash.

If you wish to go into the market today and buy a
pi ece of paper, there's a restriction of 270 days, but,
bet ween zero and 270 days, there's interest rate
consi derations that do occur. You're going to make a
deci sion. Maybe we wi sh to buy 120-day piece of conmercia

paper a hundred and twenty days out, nmmybe because the rate
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is -- that's the best rate, the highest rate you can get
buying that day in that particular instant, but you're
really driven for your liquidity.

You have to be able to provide liquidity to the
participants in your program so you need sonme cash fl ow
feeling as to whether you can go out 120 days. Now, you
may deci de through cash flowit's ten days. Now |let nme say
this: You can be an investor that has a horizon of one day
or two days; mmybe your investnent horizon says | want to
provide liquidity up -- due to cash flow, up to ten days,
based on a ten-day cash flow. Anything after ten days, |I'm
going to buy treasury bills or |I'mgoing to buy 30-day,
60-day, or 90-day treasury bills, and, if | need cash flow
availability after that 30-day period, |I'mgoing to sel
those securities to neet ny liquidity needs.

Now, you're taking taking sone risk, but because
it's short, it's a very short-term market risk. So what
I"msaying is that every investment programin this state,
or I would think probably throughout this country, would
have to have sonme indication of what its cash flow was in
order to run an investnent programand -- but it doesn't
necessarily have to be six nonths.

MR. KAYE: Oh, | see.

MR, SHERWOOD: Do you see what |'mgetting at

her e?
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MR. KAYE: Yeah.

MR. SHERWOOD: We said in the statute six nonths.
Well, it could be L.A County felt, based on policy, that
they needed a 60-day or a 90-day cash flow, let's say
before 1995, before the statute was witten, because they
felt that they were going to address their liquidity needs
through liquidity of treasury bills, not so much on a
day- by-day, cash-flow analysis. Mybe a smaller entity may
even pull inalittle bit short. W use a six-nonth
horizon. W | ook out six nonths. W |ook at each day out
of six nonths. W determine our cash fl ow needs and we
make sure we have dollars maturing -- or maturity of
securities on those dates to cover the cash flow needs on
t hose dates.

After six nmonths, we -- that's our horizon. After
that, we use other securities that we feel could be sold
into the marketplace. So what |'mgetting back to is: |
think cash flow is an area, providing the six-nmonth cash
flow analysis, that there are sone costs involved in doing
this, depending, really, on what your investment phil osophy
and what your cash flowis, but | don't think you can wite
off all the costs for cash flow, because |I think you're
required to neet some of the statutes that you have that
tell you what you can buy and sell

I think you needed to have a cash flow feeling,
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because -- whether it be reversing securities or whether it
be taking noney overnight. | think you needed to know a
little bit about your cash flow in order to make a prudent
i nvestment under those statutes and neet the requirenents

of those statutes.

So, you know, I'min between what the controller
has done here. |I'mnot -- | see what you say here, that
they were neither correct nor reasonable. | don't knowif

| can say reasonable. Maybe it was a little harsh, but,
you know, analysis went into it. Mybe it didn't go as
extensive, but | do feel we have a situation here, when
there are costs that were mandated upon | ocal

And | think the answer -- quite frankly, what

staff has done here is fairly close to what the answer is,

except | have a problemin just saying -- and |'ve read al
of Conny's input, which is very good -- | think the answer
is close here but not right on it. | think that gets back

to what the controller has to | ook at when they | ook at
these clainms and try to deternmine -- and it's a difficult
job for both sides to substantiate what they're giving the
controller for the controller to decide whether it makes

sense or not.

MR. KAYE: Right. | think you' re comng froma
pl ace where we also feel the need to -- perhaps, if the
Conmmi ssion were to adopt staff's recomendation, | don't
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think we or the State Controller could then translate that
into a dollar figure.

| think, for the record -- and, again, | don't
mean |ight of this, because |I just take -- as an aside,
tell you our normal operation in our SB 90 office in
Los Angel es County. W get every -- you know, | shouldn't
say this, but every day we get dinged here and there and so
forth by the State Controller's office, and sonetines we're
right, they're right and so forth.

And we usually handle -- we don't bother this
Conmi ssion over things like this, but, in this case,
believe, for '97-'98, we had a claimof in excess of
$300, 000 that was reduced to $325, and, at the very |east,
I have to explain that to ny boss and so forth. And, you
know, basically everybody's questioning what is going on
And we tried to pursue this and so forth.

And there's, obviously, a major difference of
opi nion, and our feeling is we're very anxi ous to nove
forward and devel op the kind of communication and di al ogue
under the gui dance of this Comm ssion's decision. And we
realize that if we had three tines the anount of tine we
woul dn't necessarily cone up with a better decision
because it is a very conplicated area, and we're anxious to
nove forward and to say this is the Conmi ssion's input and

direction generally in this area. And, obviously, we've
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got to talk and negotiate, you know, regarding the -- how
you translate that into the real specifics.

Again, the thing that | would reenphasize is
that -- and, again, I'mnot an expert in this area, and in
just listening to what you had to say, Commi ssioner
Sherwood, it appears as though we are doing a lot, if not
even nore than what you're describing, but I can tell you,
having tal ked with our staff, | am prepared to go into even
greater detail today, that our entire enterprise is quite a
bit nore expensive than $300,000 a year, and | can assure
you that.

We're very cogni zant of all the statutory
requirements and all the reasons. And, when we prepare an
SB 90 claimto send into the State Controller's office, we
ask the department to go into a deep think and to really
consi der what they're claimng and to go into some great
detail, and | believe we did that on this process. So
think you'll find, generally, that nost of the costs that
we clainmed are well within the purview of the clainng
instructions as slightly interpreted by this decision.

CHAI RPERSON PORINI: O her questions from nmenbers?

M. Harrigan and then Ms. Steinneier.

MR. HARRI GAN: | think the comments that
M. Sherwood made were very appropriate. | think, also,

M. Silva, in his opening statement, nentioned that there
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may have been sone arbitrariness associated with the
reduction claim And speaking as, also, a nenber of the
Controller's Ofice, | feel that, you know, we're certainly
open to, you know, re-looking at other information to
support the claim

You know, a question that m ght come up is, you
know. |If the legislation didn't exist today, would the
300, 000-dol I 'ar claimthat you had submitted all go away?

And that's, certainly, the question that only you
can answer.

MR. KAYE: And the answer is no.

MR, HARRI GAN: Ah. Okay. And why is that?

MR, KAYE: Well, we would say, generally, for the
same reason that Orange County's situation didn't go away
is -- just to refresh our nenories, what happened with the
situation is that earlier on, | believe, the state had
mandat ed vari ous investnent reporting requirenments and then
had repeal ed those requirenents which are very, very
specific, and we had the unfortunate situation with O ange
County.

The state reinstated those requirenents. So these
are above and beyond. And | think Comni ssioner Sherwood
has expl ai ned some ways, when he was tal ki ng about the cash
fl ow anal ysi s.

We have, many of you nmay be aware, many, nany
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school districts in our investnent pool, and they nmay need
noney four or five or six nmonths fromnow, and, so, yes, we
absol utely have to nmake sure that when they need the noney
to start construction on the new facility or for payroll or
for whatever reason that that noney is there. And this is
sonmet hi ng where -- as Conm ssi on Sherwood poi nted out, that
we may nornmally have done that anal ysis every, you know,
two or three, you know, nonths or a nonth out, and so
forth. So this did inpose additional requirenents.

And | think the other thing is that Professor
Tootelian pointed out, as Shawn Silva nentioned, that we
m ght input our data two tinmes a week, and, with al
deference to Professor Tootelian, | believe, and Chris can
reinforce this or correct ne if I'"'mwong, it's eight
hundred mllion dollars a day is what we have in
transactions. And, certainly, if | were the schools and in
the investnent pool, | wouldn't want to see that wait, you
know, to two tines a week. A daily entry is -- 1'd want to
see that alnost immediately entered, and I think it's those
additional costs that we're tal king about today.

MR. HARRI GAN: But, sir, in your response there
you said that, well, if the legislation didn't exist today
not all costs would go away. So why are we attenpting to
charge all of these costs against this particular clainf

MR. KAYE: Again, perhaps | didn't comunicate
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clearly enough. | --

MR. HARRI GAN: Are there other statutes that are
out there?

MR. KAYE: There are various statutes, as
Commi ssi oner Sherwood has nentioned, which have sone
varying on this; however, we have tried to establish a
rel ati onshi p between the reinbursable costs under these
paranmeters and gui delines, these clainming instructions, and
t he underlying mandate. As | said before, if we were to
charge the entire cost of this program it would be
substantially nore than 300,000, and certainly nore than
$325.

MR. HARRIGAN: Ch, | think there's a recognition
about the $325.

MR, KAYE: Ckay. Yeah.

MR. HARRIGAN: As |'msure that there's also
recogni ti on about the 300, 000 pl us.

MR KAYE: Okay.

CHAI RPERSON PORINI:  Ms. Steinneier.

MS. STEINMEIER: Bill, we could have used you on
Novenber the 20th, 1997.

CHAI RPERSON PORINI:  He was the only one of us
here, right?

MS. STEINMEIER: | think that the group -- yeah

and he had a substitute that day.
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CHAI RPERSON PORI NI':  Okay.

MS. STEINMEIER:  And the only question asked -- |
went back and read the transcripts. That was ny first few
mont hs on the Commi ssion and | was pretty green here, but
M. Van Houten was there for Bill Sherwood. M. Cox was
the only one that asked that question. It was about the
subsidiary | edger, which, if | understood Bill correctly,
it was different than what Bill sees now, am| correct?

MR. SHERWOOD: Well, at that tine of the task
force, | think the reasoning at that tinme was that nost
entities who invested in the State of California, nost
| ocal entities, had subsidiary | edgers, nmuch like we did in
our office, and, therefore, it would probably be sinpler to
go into those subsidiary |edgers and pull out the required
i nformati on needed for the quarterly report.

But, now, once again, |I'mjust telling you the way
| perceived it. It doesn't say that in law, but the idea
was to reduce the workload --

MS. STEINMEIER: Right. It was already there.

MR, SHERWOOD: -- and it was al ready there, and
maybe it wasn't there for everyone, but it seened like to
run a program under a program Mst people carry out the
letter of the law, would use some type of docunmentation on
a daily basis. And, quite frankly, | don't know how t hey

could trade their securities without having sone of this
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data in a subsidiary file.

MS. STEINMEIER:  But now we're dealing with a set
of PPs and G s that we adopted on consent with one question
from M. Cox about a subsidiary |edger, which we did
approve, by the way, as a --

MR, SHERWOOD: Yes, it was approved that day.

MS. STEINMEIER So it's in these P's and G s
right now, and that's the docunent that's before us that
we're really looking at and saying: Did the Controller
interpret themcorrectly and did they -- or did they
incorrectly interpret themand reduce their clain? That's
the question before the Conm ssion today; the only
question, actually.

Al t hough this is very instructive -- like | said,
I wish you had been there on that day -- it wouldn't have
been on consent. They would have tal ked about it a whole
ot more, in light of the fact that you've been on the task
force --

And this is post task, correct?

MR. SHERWOOD: Correct.

MS. STEINMEI ER:  So you al ready had that body of
know edge. But that didn't happen so now we're dealing
with what we have here. |'mnot sure about the process,
because, when |'ve been here, we've never done this, but,

to me, it alnost looks like we need to go back to these P's
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and G s and rethink them and anmend them

And 1'd Iike to actually get Ms. Harrison (sic) on
this question because you reviewed them pretty carefully,
and seened to yourself kind of -- | nean debating with
yoursel f about what's there and what isn't there through
your report.

So could you comment on that?

CHAI RPERSON PORI NI :  Ms. Jam son

MS. STEINMVEIER  First, Ellen, about the anmendment
i ssue.

MS. FISHVAN. Right. 1'd just like to remind the
Conmmi ssi oners that we do have pending a request to anend
the PPs and G s on this case under "Ilnvestnment Reports,"”
and our hope is that, once a decision is made on this |IRC
we will proceed, ideally, next nonth, to make -- bring the
P's and G s anendnent before you.

MS. STEINMEI ER:  That plays into our decision
today, that's why | asked you.

M5. FI SHVAN:  Well, and sone of the issues that
you're tal king about really relate to, as sone of the
Commi ssioners said, to PPs and Gs issues and P's and G s
anendnents as opposed to the issue here as just stated,
which is: Did the SCO incorrectly reduce this claim based
on the existing PPs and Gs in claimng instructions?

MS. STEINMEI ER:  That's the question before the
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Conmi ssi on

MS. FI SHVAN. And, fortunately for staff, we do
not have to determn ne anything about anobunt or what was
correctly reduced or what wasn't correctly reduced. That's
sonmet hing that would go back to the parties to determ ne

MS. STEI NMEI ER: Next question for sonebody el se.

CHAI RPERSON PORI NI :  Thank you.

Ms. Jami son

M5. JAM SON: Yes. Thank you.

I guess when | was first given this assignnent and
received the volum nous material fromthe county nmy first
gut reaction was, well, they have to do all of this anyway.
Why shoul d they be rei mbursed? But, when | read the P's
and G s, there was not an exception for you already had to
do this anyway, and so nmy feeling was, well, what if you
had anot her snaller agency that wasn't doing this that the
new mandate requires that they do it and rei nburses them
they can do that.

Well, L.A County nay have been doing nost or al
of it then. Should they not get reinbursed because they

were being prudent all along? So it came down to

anot her question: Well, is being prudent a mandate? And
that is normally a question for ne. | don't knowif it's a
mandate, and | left that question open.

So -- | nmean, after | conpleted it, you know, ny
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reaction went the other way is that if |I read the P's and
G s, all of these things are now mandat ed, even though they
may have been doing them before, and it was not easy for ne
to tell which one they were doing before and which one they
weren't, but, to the extent that they were mandated
activities, the way | read it, was that they should be
rei mbur sed.

Now, | don't know if the P's and Gs were not
written well or that sonebody didn't think of this for
ot her ones, because I'mnot famliar with the process in
general, but it seemed to ne that in the future you m ght
want to consider that if you do want the exception, that it
was sonet hing you' re doing already, then you'll get
rei mbursed, but then, obviously, there's an inequity
bet ween agenci es who nay have been doing it and agencies
who weren't.

CHAI RPERSON PORINI:  Other comments, questions?

M . Sherwood.

MR, SHERWOOD: | have a | ot of questions.

CHAlI RPERSON PORI NI @ Yeah.

MR, SHERWOOD: |'mnot quite sure, when | read
staff's findings here, that I can be in agreement with al
of them M problemis: |'min partial agreenent -- in
agreenent with quite a few of them but partially agreeing

with some of them And |I'm not sure what we're doing here
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gi ves enough direction to the controller to make their
deci sion, once they | ook over these clains.

When | go down, for instance, to -- on page 24 of
the recomendation to the last item "Challenged
activities, including the use of subsidiary |edgers are
rei mbursable to the extent docunented,” to me, we get into
an area there where | believe that, and this nmekes sense,
to the extent it's docunented. So they have to docunent
this through the controller, because | feel this is an area
where there's partial reinbursenent, because there are
certain things, | believe, that they do every day at the
county level that creates subsidiary |edgers that goes
beyond the requirenment, the quarterly reporting
requirenment.

You have a subsidiary | edger. You have a |ot of
docunents on it related to possibly all these exceptions
that were nmade, and nmaybe they're being entered under ADS
or under their in-house conputer system so -- and yet sone
of these entries are being made for the future creation,
possibly, of this quarterly report.

So | think that statenment nakes sense, except |
think we have to recogni ze that a controller |ooking at
this is going to possibly say not all of these costs or
expenses apply just to the quarterly report, and that's

where we get into a judgnment and exam nation process as to
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what does or does not. So I think we're going to be backed
into that situation pertinent to this particular
recomendat i on.

Now, if | go to the next page, section 27063,
third itemdown, it does not address -- no. |'msorry.
Next item up, "The challenged activities of entering and
managi ng data to be included in the quarterly report of
i nvestments nmandated by," dah dah dah, "are reinbursable,"”
now, are we saying there that all the challenged activities
of entering and managi ng data to be included in the
quarterly report? | guess | need to be a little nore
clear, in my mnd, as to what we're trying to say there on
that particular item

The "Chal | enged activities,” there may be sone
activities that the controller challenged there that are
pertinent to everyday requirenments, possibly L.A County,
and they woul d have been doing, and required to do, on a
day-to-day basis under statute. However, are we saying
there that we're just saying that to pull the information
of f of the subsidiary | edgers and then there's a process
involved in creating a quarterly report and putting it in a
quarterly report? There's a cost involved there for the
locals to do this.

You know, to what degree there? | nean, are we

saying that we're not going to give the controller or
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attenpting to tell the controller that they can't anal yze
and take a | ook at these activities fromthe standpoint

t hat probably there was sone prior -- other requirenents
that, through statute, that they were doing this prior to
1995?

Those are the two areas of this particular
anal ysis that bother me a little bit, and | think that gets
back to the heart of the situation, also, as to the
Controller's Ofice attenpting to, in their mnds, separate
the wheat fromthe shaft, in their mnd.

I don't know. Maybe staff has any comment on the
chal l enged activities. | think when we | ook down to the
prior item| was |ooking at, you tal k about "reinbursable
to the extent docunented.” | think that |eaves open the
ability for the controller, possibly, to analyze the data
presented to themin the claimprocess. |'mnot sure what
we're saying in this next itemthat | spoke to.

CHAI RPERSON PORINI:  Ellen, would you like to
comment ?

MS. FI SHVAN:  Yes, | woul d.

The staff reconmendation basically attenpted to
do, | think, what you're tal king about, that the
recommendation is that the claimwas incorrectly reduced
and that, basically, the parties will have to get together

and deternm ne, specifically, which activities are, in fact,
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required solely to produce this quarterly report and
provide the information required by the statute and which
activities were not, and the challenged activities are the
activities primarily involved with the data entry and

col | ection.

And one of our problens here is that the
paraneters and gui deli nes uses that very vague, broad
phrase "accumul ate and conpile the data," so we are |eft
with that, and that's why | think the paraneters and
gui del i nes anmendnent is pending, is that that is a very
vague statenment. And so what we have said in the staff
analysis is that, yes, there are sone activities that are
going to be required, because of section 53646, because of
this new requirenent to produce this quarterly report with
certain information in it, as you discussed, and that thos
activities, if they're new for this statute, they were
deternmined to be a mandate and then, therefore, they're
rei mbur sabl e.

And part of the reason that we hired our expert
consultant to work with the Comni ssion is that we wanted
sonme additional information and gui dance as to what those
activities mght be, what kinds of acts, what kinds of
staff tinme would be required to put together the
information that the statute requires.

CHAI RPERSON PORI NI': Ckay.
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Ms. Steinneier.

MS. STEINMEIER: For ne, at least, it's clear, and
I think the Controller's Ofice will concur, that there was
an incorrect reduction. By how nuch is still to be debated
bet ween these fol ks. But that we know, there was an
incorrect reduction. W do know that. And | guess | |ook
to M. Sherwood or Ms. Harrison (sic) to tell us: Are we
gi ving them enough instruction here in our staff analysis
that they can work that out?

I don't want another IRC is what | don't want to
have happen. So do we have another bill and do you want to
nodi fy any of these particul ar recommendati ons whi ch m ght
make it easier to come to some conclusion that will not

result in another incorrect reduction clainf

Sorry, Bill. | knowthat's a hard question
MR. SHERWOOD: Well, I'mnot sure. No. | don't
know what the answer is. | don't know if the testinony

gi ven or the discussion we've had clarifies any issues to
any extent.

Shawn, | know you have sone rather, well
significant feelings about this matter froma | ega
standpoint. And, no, |I'mnot sure what we' ve done here,
and I"'mnot quite sure what we have to do to give them
both parties, a little nore | eeway, because the statutes

require, in sone cases -- |'mnot sure we can be anything
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but vague when the statute is vague at tinmes. W run into
that problem quite often here.

MS. STEINMEIER: Um hum

MR, SHERWOOD: Not that the Legislature is not
trying to do a great job all the tine, but sonetinmes these
things are so involved and conplicated that the answer is
not very clear, and that's really true.

CHAI RPERSON PORI NI :  Paul ?

MR. STARKEY: This is just a suggestion based upon
what |'m hearing and sort of the way this whole thing has
sort of evolved as a dispute. There are a nunber of
di fferent options which are available to you, in terns of
procedure, and | woul d suggest something novel, not that it
shoul d be followed but just a suggestion

Under the statute, part of our statutory duty is
to resolve these disputes. One way we do that is by
deci si on naking; the other way we do that is by creating
opportunities for the parties to resolve disputes
thenselves. In this particular case, fromm point of
vi ew, one of the disputes we have, which we would have to
take back the analysis on, is a |legal dispute.

| disagree with M. Silva's legal conclusions and
| apparently disagree with M. Sherwood, some of your
conclusions, and | -- what you said made ne think | need to

take it back and look at it again, if that's the direction,
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but one possibility is to take it back, see if we can,
based on what was said today, work on it, come up with
sonmet hing that would give nore direction, possibly get nore
i nput fromthe parties, and to try to bring that back

There still may be unresolved disputes if it did happen

Anot her option appears to be that we could, if the
parties are agreeable, to basically stop here, put this
matter in abeyance or on hold or continuance, and see what
happens in the P°s and G s anendnent phase and see if that
is a way to develop nore information such that the parties
can resolve this dispute.

The third suggestion, and the one that | think
woul d suggest, and | don't know if this has ever been done
before, but to have the parties consider, at this stage,
gi ven what both sides know, to basically stipulate to
wi t hdraw the claimw thout prejudice and go back and figure
it out and see if they can get it resolved.

And the reason |'m suggesting that is for ny
econony, because, that way -- what | heard, right off the
bat, was that everyone agrees that the claimwas reduced
incorrectly and |'ve also heard fromthe other side that
there are possible areas of agreenent. And in other
litigation and disputes that |I'm aware of, when you reach
that stage of acknow edgnent, you probably have a good

opportunity to get it resolved.
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So those are, at |east, three options which I just
wanted to put out, at this point, because we seemto be at
a point of looking for a direction.

CHAI RPERSON PORINI:  Wel |, nenbers, any comments
from nmenbers on the three options? And, if we have a clear
direction, we'll ask M. Silva and M. Kaye to coment.

"Il just throwin that | feel pretty strongly
that it's clear, when it cones to the P's and G s
anmendnents, that you heard sonme pretty clear direction from
the Commi ssion nenbers that we think that what exists now
is a problem it's inadequate and it needs clarification

I would Iike to think that both parties could go
back and negotiate, but | also think that |'ve heard,
pretty clearly, that nmaybe our own staff needs to go back
and look at its legal analysis, so | think I would | ean
t owards goi ng back and negotiating on this claimand
cleaning it up in the PPs and Gs, but | don't know how
ot her nmenbers feel

MS. STEINMEIER. One of the options isn't open to
us. The last one that Paul nentioned is really open to the
claimant, so we don't have that option; we only have
options one and two.

CHAI RPERSON PORI NI :  But we can certainly
encourage it and ask for your input.

MS. STEINMEIER: Let's do that.
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CHAI RPERSON PORI NI : M. Kaye.

MR. KAYE: Thank you.

Yeah. | think this is a good exanple of a -- sort
of a group brainstorm ng, because what we have is sonme --
obviously, a |l ot of experts have comrented on this, and it
sounds as though the state and we might be ready to enter
into sone sort of stipulated agreenent regarding the |IRC
however, it would be, | think, a disservice, | don't
want to get corny, to the State of California and its
counties and cities to say that the matter should end
there. | think it needs to be carried on, and the whole
di scussion, the whole analysis, needs to be carried on, you
know, after our stipulated agreenent, or even above and
beyond our stipul ated agreement in our particular |IRC,
which we're hoping can be settled as quickly as possible.

And | think we have good working relationships
with State Controller accounting staff, and |I think we
can -- | feel confident that we can conme up w th sonething
that's reasonable and just in that matter. But, again, we
woul d hope that this entire effort regarding
clarification -- and | agree with npst that say that the
paranet ers and gui delines should be just that, provide
general guidelines, but, here, we're dealing with very
conpl ex areas of law, that there are a | ot of reasons why

we do things, and, as Conm ssioner Sherwood has pointed
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out, that many reasons that are found in the test claim
| egi slation and the nmandates and the P's and G s, why we
need to continue to clarify the P's and G s.

And even if we have to -- once the P's and G s are
part of the P's and G s process -- hold special workshops,
because this is a strange confluence of events, because, at
this point intine -- again, | don't want to give you an
editorial statement, but certainly the public -- at this
point in time, with all the -- just reading the newspaper
headl ines -- has to be assured that we are very, very
diligent in our maintaining our investnment scrutiny on a
day-to-day and on a precise basis, and this has nothing to
do with this matter, | know, but | can tell you that this
will play well back home. We really do need to take the
time and the effort, but we would like to proceed as
qui ckly as we can to settle our natter and participate as
much as we can in the P s and Gs to foll ow

CHAI RPERSON PORINI: M. Silva, do you have a
comment ?

MR. SILVA: | think the Controller's Ofice -- we
don't have any problemw th sitting down and di scussing the
i ssues and see if we can resolve it on a nore informa
level, and I'd also agree that the P's and Gs are the
thorn in our side and that that amendnent to the P's and

G s should proceed. And although, | think froma |ega
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perspective, it may not affect this one, because this one
is based on the Ps and Gs as they existed then --

MS. STEI NMEI ER. Exactly.

MR. SILVA: -- it might provide clarification.
I"mnot sure, but I think, at |east for the future, we
woul d have a | ot better answer and know how to proceed.

CHAI RPERSON PORINI':  Ms. Steinneier?

MS. STEINMVEIER | didn't hear a wi thdrawal,
therefore | nove that we hold these P's and Gs until we
post pone our discussion on them and proceed -- excuse ne,
hold this IRC and proceed with our P's and G s amendnent
process.

MR. HARRIGAN: [|'Il second that.

CHAI RPERSON PORINI: Al right. W have a notion
to postpone the I RC before us and proceed with the P's and
G s process and a second.

Any further discussion?

(No response.)

CHAI RPERSON PORINI:  All right. My | have rol
cal l.

H GASHI : M. Lazar?
LAZAR:  Yes.
H GASHI : M. Sherwood?

SHERWOOD:  Aye.

» ® & 3 B

H GASHI : Ms. Steinneier?
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STEI NMEI ER: Aye.

H GASHI : Ms. WIIlians?
W LLI AVMS: Aye.

H GASHI: M. Harrigan?

HARRI GAN:  Aye.

> » 5 5 5

H GASHI: Ms. Porini?

CHAI RPERSON PORI NI :  Aye.

MS. HIGASHI: All right.

CHAI RPERSON PORI NI ;' Thank you.

Shoul d we take a five-mnute break here?

(Wher eupon a break was taken.)

CHAI RPERSON PORINI:  We'll go ahead and get
started.

M5. HHGASHI: We're now at Item 4, "Adoption of

Proposed Paraneters and Cuidelines,” the Brown Act Reform
This itemwas continued fromthe |ast hearing, and it wll
be presented by Ms. Shirley Opie, Assistant Executive
Director.

MS. OPIE: Thank you. Good norning.

As Paula mentioned, this itemwas heard at the
conclusion of this last hearing to allow the claimnt tine
to submt another written proposal for training. The
claimant subm tted the proposal on April 10th. Staff

submts it and three other options for the Conm ssion to

consi der.
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Option One is the claimant's new proposal. This
option includes training on the preparation and the posting
of agenda itens. As noted by staff at the March hearing,
these activities are generally perforned by staff nenbers.
The Open Meetings Act parameters and gui delines which
rei mburse sone | egislative bodies for the preparation and
posting of agenda itens do not include training, thus, if
this option is adopted, only the new type of bodies that
are required to conply with the agenda preparation and
posting requirenments under Brown Act Reform which would be
eligible for reinbursenent for this portion of the
training. The bodies that were previously covered by Open
Meetings woul d not be eligible.

The cl ai mant previously advocated training on the
entire Brown Act. The declaration submtted to support the
claimant's new proposal also references Brown Act, thus,
it's not clear that the claimnt's new proposal linmts
rei mbursenent of the training to that specifically rel ated
to the Brown Act Reform

Option Two is the staff reconmendation. This was
subnmitted to the Commission in the paraneters and
gui delines that were heard in March. It provides ongoing
training. On the new Brown Act Reform closed session
activities for all legislative bodies that are subject to

the cl osed session requirenments, including the new types of
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bodies that are required to prepare and post agenda itens,
it does not include training on preparing and posting

cl osed session agenda itens because these activities are
generally perfornmed by staff and there was no request for
staff training. It is limted to training nenbers of only
those bodies that actually hold cl osed sessions.

Further, if the training enconpasses nore subjects
than the activities related to the closed session
requi renents, only the pro rata portion is reinbursable.

Option Three is the claimnt's original proposal
all the time of the trainer and | egislative nenbers woul d
be rei mbursable as well as tinme for preparation of
materials for training on the Brown Act requirenents,

i ncluding the new requirenments of Brown Act Reform The
entire Brown Act has never been the subject of a test
claim thus, staff finds providing training on the entire
Brown Act goes beyond the scope of Conmi ssion's Statenent
of Deci si on.

Option Four: The Departnment of Finance opposes
the inclusion of training because it was not included in
the Statement of Decision; however, at the March hearing,
Department of Finance staff recomrended that if training is
included that it be reinbursed on a one-tine basis for new
menbers.

The staff recommendati on submtted to the
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Commi ssion for the March hearing included ongoi ng training
on the closed session requirenents based on the evidence in
the record. The claimants subnitted decl arations that
because nmpost boards and Commi ssion nmemnbers are | aypersons
and not attorneys, ongoing training is needed.

Accordingly, staff found that ongoing training
constitutes a reasonable nethod of conplying with the
mandate. Staff recommends the Option Two. This option is
i ncluded in the proposed paraneters and gui delines
begi nning on page 5. Based on the evidence in the record,
staff finds that ongoing training is a reinbursable
activity within the context of this nmandate because it
constitutes a reinbursable nmethod of conplying. Training
islimted to the activities expressly required by this
test claimstatutes.

Staff al so reconmends that the Conmi ssion
authorize staff to make any non-substandard technica
corrections to the parameters and gui delines follow ng the
heari ng.

W Il the parties please state their nanes for the
record.

MS. STONE: Good norning, Chairman, Menbers of
the Comm ssion, Panela Stone on behalf of the City of
Newport Beach.

MR, EVERROAD: den Everroad, City of Newport
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Beach.

MS. GEANACOU: Susan Geanacou, Departnent of

Fi nance.

MR, PAULIN: Matt Paulin, Departnent of finance.

MR. SILVA: Shawn Silva, State Controller's
Ofice.

CHAI RPERSON PORINI:  All right.

Ms. Stone, do you want to begi n?

MS. STONE: Yes, please. Thank you very nuch,
Madam Chai r.

I think one of the main issues that has not been
understood by the staff is, yes, staff, too, in various
sundry boards and Conm ssions, type up the actual agenda,
however, the issue is what goes into the agenda is of
critical inmportance as well as how that particul ar agenda
itemis worded.

When you had brought back in, with this particular
| egi sl ati on, brand new boards and Commi ssions, as |
mentioned last tinme as we set out in supplenental
materials, we were dealing with a nunber of |aypersons who
didn't understand why they couldn't tal k about anything
that was not on the agenda and didn't understand that if
you had a menmber of the public raise an issue that is not
on the agenda why it could not be heard and how to get

items that they wished to discuss on the agenda.
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Cont enpor aneously, you al so have individuals who
do not want particular itens to be well-publicized to the
public and wi sh to have the agenda item description worded
in such a manner that know one will know what they're
really, in fact, doing. You know, when you're dealing with
| ocal governnent, it is a substantially different
experience than one woul d have with the Conm ssion on State
Mandat es where it's very easy to talk about a test claim
paranet ers and gui delines, statew de cost estinate,

i ncorrect reduction claimwhere these are the itens that
we're going to be discussing in closed session.

It's much nore clear-cut and defined than what you
have when you're dealing with |ocal governnent, and,
because have conpeting interests sitting on various boards
and commi ssions, you nmy have one particul ar board nenber
trying to nmake sure that there's as much public discussion
on an item as possi ble and anot her board nenber who woul d
just as soon that nobody ever hears about that particular
i ssue. So when it cones to the issue of agenda
preparation, what goes into an agenda, how to get matters
agendi zed, this is very inportant for your new people that
were brought into the Brown Act Reform

I think the way to | ook at Brown Act Reformis it
basically did two things: One is it conpletely revanped

how you prepared cl osed sessi on agendas, what has to be in
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t he agenda, what could or could not be heard in closed
session, and the nmechani sns by which that was to transpire.

The second nmgj or thing that was acconplished by
Brown Act Reformis to bring in all these strange and
auxiliary boards and comm ssions that were never previously
exposed to the Brown Act before, nobst of which you either
have staff that are appointed to it or you have volunteers
and | aypeople fromthe comunity.

And so when we're asking that the new board
menbers be trained, it is incunmbent that they know that
they only discuss that which is on the agenda. |If they
want to discuss sonmething, they nust instruct staff to put
it on the agenda. They can only discuss things which are
on the agenda. The fact that staff is the one that types
it upis not the critical issue; the critical issue is how
the agenda controls what's in the neeting.

And, for that reason, we would request that you
adopt Option One.

Thank you very nuch.

CHAI RPERSON PORINI:  All right. den, any
conment s?

MR. EVERROAD: Well, just for the record, I'd
like to relate that at the City of Newport Beach we do
train whole staff and | egislative bodies to provide ful

di scl osure on all agendas. Oher than that, | think Pam

VI NE, McKINNON & HALL (916) 371-3376 83



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

did a very fine job representing our position

CHAI RPERSON PORI NI :  Departnent of Finance,
Ms. Ceanacou or M. Paulin.

MS. GEANACOU: Good norning, Conmm ssion nenbers.

Department of Finance would reiterate its position
that we took at the [ ast Conmm ssion neeting that because
training is not included in the Conm ssion's adopted
Statement of Decision that it not be included now at the
paraneters and gui delines phase. |[If, in the alternative
t he Commi ssion is considering adopting training as an
el ement of the P's and G s today, that you seriously
consi der and adopt Option Four which limts training to a
one-time basis per new nenber particularly, specifically
only and linmted to the Brown Act activities that are
required by this test claimlegislation.

CHAI RPERSON PORINI:  All right. M. Paulin,
anyt hi ng?

MR. PAULIN: Nothing further to add.

CHAI RPERSON PORINI: Al right.

M. Silva.

MR. SILVA: One concern we have with the | anguage
as proposed, the training, is that | believe we're starting
to shift fromtraining to conducting activity that a person
may not have the know edge, skill or experience to do the

training on what the law is and educati ng someone on the

VI NE, McKINNON & HALL (916) 371-3376 84



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

| aw, and we believe that there's a distinction between the
two, that if there's an activity that one woul d not
reasonably be expected to know how to do, that training is
appropriate, but to know the law is an obligation that
every citizen has, and we don't believe that training on
knowing the law is a state mandate. |It's an obligation of
all people in this state. You can't go before the crimna
courts and say, "Sorry. | didn't know that |aw existed."

There's a distinct difference between training,
and | think here the one activity that potentially is kind
of a hybrid is the generation of those itens. Yes, every
one knows how to use the English |anguage, but, when you
get to legalese, it's really a different form and training
on that aspect, we believe, is training on an activity;
however, tal king about the fact -- telling sonmeone that
t hey cannot discuss an itemwhich is not on the agenda is
teaching the |law, which we don't believe is a reinbursable
activity. 1t's an ongoing obligation of everyone to know
the | aw

Wth that, we would essentially follow with
Fi nance's position that we don't believe training, except
for that narrow exception, should be included or if the
staff -- I"msorry, if the Commi ssion decides to go with
one of the options that No. 4 would be appropriate.

CHAI RPERSON PORI NI :  Questions or comments from
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menbers?

M. Lazar.

MR, LAZAR: | have a couple of questions that 1'd
like the staff to respond to the claimant's contention, and
t hen, secondly, with respect to Controller's Ofice
comments about presum ng people know the | aw and they
shoul d know. W continually are being advised and havi ng
to advi se conmi ssions and boards and things in the city
that I'min about the Brown Act and what the ramifications
are if they're violated. So I -- unfortunately, at the
state |l evel and the Legislature, they don't have to abide
by that, apparently, but down in |ocal governnment it's part
of the life.

CHAI RPERSON PORINI:  And maybe | coul d just
provi de some clarification. W do have the Bagl ey-Keene
Act which some woul d suggest is a little nore restrictive
than the Brown Act, so nmy synpathies.

MR. STEINMEI ER: Sure. John just sees the video
and signed off on it.

MR. LAZAR: Every year.

CHAI RPERSON PORINI:  All right.

MS. STEINMEIER: Let's just be clear about that.

CHAI RPERSON PORINI:  All right. Staff, coment?

MS. OPIE: Okay. Wth respect to the comments

about training on the preparation and posting of agenda
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itenms, as far as the new material, the new proposal that
was submitted by the clainmnt, you know, we didn't see that
that was, you know, sonething that was specific there, and,
you know, it was just the conbination between the | anguage
that was submitted and the declaration supporting it that
caused us concern about what, exactly, they were trying to
clai m here, under training, whether it was limted strictly
to the Brown Act Reform or whether it was broader than that
as discussed at the last hearing, and it included all the
Brown Act. So there was just no distinction about that, in
the proposal that was submitted.

CHAI RPERSON PORINI:  Okay. Ms. Stone, do you have
any further --

MS. STONE: | beg to disagree, and you'll note
under Option One we have training new nenbers of the new
bodi es on the specific requirenents of Brown Act Reform it
was very, very specific.

CHAI RPERSON PORINI: M. Harrigan.

MR, HARRI GAN: | just have a question for the
Department of Finance and also the Controller's Ofice.

You say on a one-tinme basis -- training should be
on a one-tinme basis, training each new nenber, but then it
goes down to the body of your proposal, and it says, "If
such training is given to all menbers of the legislative

body, whether newy appointed or existing, it's
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rei mbursable.”

So what's the significance of the one time --

MS. STEINMEIER: There's a --

MR. HARRIGAN: -- is what |I'mtrying to figure
out.

MR, PAULIN: A point of clarification. | believe
that we were proposing one-tine training for new or
exi sting nenbers then going forward if new nenbers cane
onto the legislative body that they would al so receive that
t rai ni ng.

MR, HARRI GAN: Say it again.

MR, PAULIN: | guess we're not sure as to what
your --

MR. HARRI GAN: As to what ny question is?

MR. PAULIN:  Yes.

MR, HARRI GAN:  Well, | guess my question is: It
says on a one-tine basis training each new nenber, then
down to the end of the next sentence it said, hey, whether
they're newmy appointed or existing nenbers, it's al
rei mbur sabl e.

So isn't there a conflict between on a one-tine
basi s?

CHAI RPERSON PORINI: M. Silva, did you want to
add sone clarification?

MR. SILVA: Yes, if | could address -- at |east
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fromour office' s perspective, the distinction would be
that it sounds like some of the other proposals would
require that training be conducted each tine the body is
reconstituted, so maybe every two years. This, we believe,
woul d only cover if there's a new nenber. And the -- and
so if a person has been reelected and the body is
essentially the sane group of people that existed before,
there's no need to redo training.

If there's a new nenber, then that new person
woul d need training, and it seens as long as there's only
one presentation that the cost is the sane. Wether you
make a presentation to one person or to twenty, your costs

are the same. So that's how we interpret the one-tinme cost

phrase.

MR, HARRI GAN:  Ckay.

MS. GEANACOU: And | think for clarification, if |
may, | think this -- our Option Four presunes that there is

at | east one new memnber in the roomreceiving training at
the time this is occurring.
MR, HARRI GAN: Thank you.
CHAI RPERSON PORINI:  Okay. O her questions or
coments from menbers?
Ms. Opie.
MS. OPIE: | just wanted to make one ot her

comment about the training on the preparati on and posting
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of the agenda. 1In the Statenent of Decision, and it is
reflected in the Ps and Gs, it lists out very, | think,
specifically what the reinbursable activity is, and it's
preparing a sinple agenda. So the -- so the activity is
preparing the agenda item

CHAI RPERSON PORINI:  Okay. O her questions or
conment s?

(No response.)

CHAI RPERSON PORINI: Do | have a notion?

MS. STEI NMEI ER: Yes.

CHAI RPERSON PORINI:  Ms. Steinneier.

MS. STEINMEIER: 1'd like to nove Option Two, the

staff's recommendati on.

CHAI RPERSON PORINI: Al right. | have a notion.

I's there a second?

MR. LAZAR:  Second.

CHAI RPERSON PORINI:  There's a notion and a
second.

Any further discussion?

(No response.)

CHAI RPERSON PORINI:  May | have roll call

MS. HI GASHI : M. Sherwood?

CHAI RPERSON PORINI: Do you want to -- go on with

t he action.

MS. HHGASH : Ms. Steinneier?
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STEI NMEI ER: Aye.

H GASHI : Ms. WIIlians?
W LLI AMS:  No.

H GASHI: M. Harrigan?
HARRI GAN:  Aye.

H GASHI: M. Lazar?
LAZAR:  Aye.

H GASHI : M. Sherwood?

SHERWOCD:  Aye.

> » » » 5 3 5 5 5 B

H GASHI: Ms. Porini?

CHAI RPERSON PORI NI':  No.

MS. HI GASHI : Motion carries.

M5. STONE: Thank you very nuch

CHAI RPERSON PORINI:  All right.

MS. HIGASHI: That brings us to Item5, which is
the staff report on "Inplementation of School Bus Safety |1

Audit Reconmendations,"” and | just wanted to note that
Marianne O Malley is here, as well, if anyone has any
questions regarding the LAO draft proposal that's attached
to this agenda item

CHAI RPERSON PORINI: M. Harrigan?

MR. HARRI GAN: Madam Chair, before we |eave the
item there's a white piece of paper here that says

Iltem4 -- it says it's a seal ed proposal for source

documentation; is that ltem 4?
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MS. HIGASHI: That was passed out to us by the
State Controller staff.

CHAI RPERSON PORINI: M. Silva?

MR. SILVA: After talking with sonme of the
claimant's representatives and revi ewing the docunent, |
request that they sinply turnit into aliner for the bird
cage. It is not fully devel oped and so shoul d be
di scar ded.

MR. HARRIGAN: So this is a draft?

MR SILVA: Yes.

CHAlI RPERSON PORI NI :  Thanks for the clarification.

Okay. Anything el se before we go on here?

M5. HHGASHI: No, that's it. Nancy Patton wll
present this item

CHAI RPERSON PORINI:  All right.

MS. PATTON: Good norni ng.

As you know, on March 28, the Bureau of State
Audits released its audit report on School But Safety II
Before you is our staff report which contains an overview
of the Bureau's recommendations and the initial steps that
we have taken to inplenment those recommendati ons.

The Commission is required to report to the Bureau
on our efforts to inplenent the reconendations in 60 days,
si x nonths and one year

The first date the Commi ssion nmust report to the

VI NE, McKINNON & HALL (916) 371-3376 92



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Bureau is May 27. Prior to that date, the Commi ssion staff
will draft an inplenentation plan to inplenent the report's
recommendations. The plan will report to the Conm ssion --
the plan will be reported to the Conmi ssion at the next
hearing on May 23, and then the plan will be forwarded to
the Bureau on or before May 27, and we will continue to
appri se the Comm ssion of actions taken to inplenent the
audit report recommendati ons as they occur

Thank you.

CHAI RPERSON PORINI:  LAO, | know you sat there
t hrough our | engthy hearing.

Did you want to conme forward to nake any
coment s?

M5. BORENSTEIN: Jennifer Borenstein, Legislative
Analyst's Office. Before you, or if you haven't seen a
draft proposal of our reconmendation for School Bus Safety
Il, essentially what we were attenpting to do is
operationalize the findings fromthe JLAC report. And the
way we were proposing to address those recomrendations is
kind of a two-part; in one part, deal with the prior year's
clainms, and the vehicle for that we were recomendi ng was
the claims bill, and then the claims bill we were
suggesting to the Legislature that they could direct the
Conmi ssion to delete the authority for school districts to

claimfor the inplenmentation aspect of this nandate.
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The JLAC report found that about ninety-three
percent of the costs associated with this nandate had to do
with inplenmentation, and they cited alleged counsel opinion
that said, to a certain extent, school districts had a
preexisting duty for this type of inplenentation
specifically for nonitoring students, getting on and off
the bus. So what we were recommending is that the
Legi sl ature direct the Comm ssion to narrow the paranmeters
and gui delines and address the fact that inplenentation is
not necessarily a new or a higher |evel of service.

In order to nodify the paraneters and gui deli nes,
the Legislature would have to appropriate sonme funding for
the mandate in the clainms bill. W also recomended sone
options for addressing the budget year of ongoing cl ains.
In particular, what we suggested is that the Legislature
tie the ongoing funding for the School Bus Safety I
mandate to the Hone-to-School Transportation Categorica
Program and, in this way, school districts would receive a
nor e dependabl e stream of funding.

So there woul d be ongoi ng costs, about seven
percent that's |left once the Comm ssion would have narrowed
t he paraneters and gui delines, and what we woul d recomrend
is linking that to the Home-to-School Transportation
Categorical Program and save all of that funding. Then

the districts can use that as a reserve to neet the cost of
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conplying with the ongoi ng mandate requirenments.

We woul d recomend to the Legislature, and we did
so before the subcomittee, that about up to ten mllion
woul d be the ongoing costs of this mandate and that that
could be distributed to districts based on a per ADA or pe
pupil mle distribution nmethodol ogy, whatever was a better
accurate description of true cost.

And part of the reason why | nade that descriptio
is that the JLAC report found that true cost necessarily
wasn't reflected in the clainms that they | ooked at when
they reviewed the School Bus Safety Il clains. They found
that nost of the clains really were deternmined -- the cost
of those clains were deternm ned by who the claimnt's
consults were, so that it didn't necessarily correspond to
what costs were being incurred but the approach that the
claimant's consultants took. So, by allow ng the
Legi sl ature or reconmending to distribute those funds in a
di fferent manner, we think we're going to accurately
provi de rei mbursenment to districts.

I'd be happy to answer any questions.

CHAI RPERSON PORI NI :  Questions from nmenbers with
regard to the report?

(No response.)

CHAI RPERSON PORINI:  Okay. Thank you very nuch.

Questions for staff with regard to our activities
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for conpliance with the report?

(No response.)

CHAI RPERSON PORINI:  We'll wait to get the report
on the 23rd to submt on the 27th. | appreciate the fact
that our staff has al ready done several things, including
training, for legislative commttee staff, so thank you.

MS. BORENSTEI N: Thank you.

MS. HIGASHI: This brings us to Item6. Item®6 is
Executive Director's Report. Briefly, there is a summry
of workload. 1In terns of the Conmm ssion's budget, |I'd just
like to report that we had one budget hearing this week
Committee staff on the assenbly has no i ssues with our
budget; however, connected with our budget, is a
recommendati on nmade by the Daniel's (phonetic) office
regardi ng the appropriation on the POBAR nandate and the
recommendati on of JLAC doing an audit of that claim as
wel | .

The Local Government Clains Bill, as you know,
still has not been introduced. The best guesstimte of al
staff is this won't happen until after they've been
revised, certainly, and we'll have a better idea of where
we are.

The Senate will be considering the Comm ssion's
budget next week. We have a prehearing with staff, so

we'll be nmeeting with the budget conmittee staff on that.
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So far, no issues have been identified thus far

The Education Trailer Bill, AB 2995, which is
being carried by the Conmittee on budget, is proceeding.
Oiginally, it contained suspensions of a nunber of
educati on mandates that had been proposed for suspension in
the Governor's budget. This list continues to be trimed
down, so we're not sure howit's going to finally end up

Regar di ng our future agendas and hearings, for the
May agenda, we have two test clainms. W also have a
request for reconsideration and proposed paraneters and
gui del i nes.

For the June agenda, 1'd like to nmake one
correction, that is, on the incorrect reduction claimwhere

we show "Certification of Teacher Evaluator's Denpnstrated

Conpetence," 1'd like to take that off the June agenda.
We' Il be rescheduling that very soon. And we'll work --
we'll work on the revisions regarding the incorrect

reduction claimanalysis and put it back, in ternms of when
that will be com ng back

CHAI RPERSON PORINI: Al right.

MS. HIGASHI: Are there any questions about ny
report?

(No response.)

CHAI RPERSON PORINI:  Okay. The Conmission is

going to go into closed session, but I'd ask if there are
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any public comments before we do that?
MS. OPIE: Yes.

CHAI RPERSON PORINI:  Oh, |'m sorry.

Shirley.
M5. OPIE: That's all right. | just wanted to
mention that we'll be having a rul emaki ng workshop this

afternoon at the office at 1:30, which was noticed both
about a nonth ago and al so as part of the agenda for this
nont h.

CHAI RPERSON PORINI:  Then I'Il -- Alan, did you
want to nake a comment ?

MR. BURDI CK: Madam Chair and nemnbers of the
Conmi ssion, Al an Burdick on behalf California State
Associ ation of Counties.

As long as Marianne O Mall ey and Jennifer
Borenstein are still here, | think that the nandated reform
option on school districts touches upon the whol e mandat e
process. | don't think it just deals with schools only, if
many of the suggestions and the directions are going --
and, in some cases, we think the disregard for the
constitution, | think touch on the whole process and not
just that part that relates to schools.

And we would just |ike to suggest, | think, that
the local entities be allowed to participate in the process

and the discussion. W noted in materials relative to the
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response by the Commission to this that it seened |like they
tal ked to everybody in the world but |ocal governnent, and
we would just like to request that |ocal governnent be
allowed to participate in the process and in any
di scussions or recomendations relative to -- that either
cane out of the audit that are tal king about changing the
processes, because, as | said, when we |ooked at it, we
don't see that change in the process just for schoo
districts, we see that change in the process for everybody.

CHAI RPERSON PORI NI':  Okay. Duly noted.

Thank you.

Any ot her conments from anyone here?

(No response.)

CHAI RPERSON PORINI:  All right. Then 1I'I
announce that the Conmission will now neet in closed
executive session pursuant to Governnment Code section
11126(e) to confer with and receive advice froml ega
counsel for consideration and action as necessary and
appropriate upon pending litigation listed on the published
noti ce and agenda and to confer with and receive advice
fromlegal counsel regarding potential litigation and
Gover nment Code section 11126(a) and 17526. The Conmi ssion
will also confer on personnel matters listed on the
publ i shed notice and agenda.

We will reconvene in open session afterwards.
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(Wher eupon a break was taken.)

CHAI RPERSON PORINI:  Okay. The Conmission nmet in
cl osed executive session, pursuant to Governnent Code
section 11126(e), to confer with and receive advice from
| egal counsel for consideration and action as necessary and
appropriate upon pending litigation listed on the published
noti ce and agenda and potential litigation and Governnent
Code section 11126(a) and 17526 to confer on personne
matters listed on the published notice and agenda.

Wth all required reports fromthe cl osed session
havi ng been nmade, if there's no further business, |'l|
adj ourn

Thank you.

(Wher eupon the meeting was adjourned at 12:50 p.m)

---000---
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